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Unit 1

Setting up a Business

Learning Objectives

A
B

to become acquainted with the general process of business start-up

to understand the requirements for business start-up

C to express similarities and differences

I. Warm-up Practice

1.

Try to give the English equivalents of the following.

1) SHM 2) BEEAF 3) Mk 4) BEMI
5) Resirll 6) SR 7) Shim B Al 8) mARE
9) BEVEE 10) FFHEER ML

. If you would like to set up a business, what factors do you think you need to take into consid-

eration? Write them in the following box, and then compare them with your partner’s.

. Look at the terms in the box. Tick the essential requirements for a limited liability company,

and compare them with your partner’s.

business name, registered capital, premises, production capacity , trademark, board of di-
rectors, legal person, legal format, business scope, business plan, feasibility study,
shares, shareholders, chairman, CEO, annual meeting, annual return, trade union, secre-

tary

One important step in starting a business is to determine the basic legal structure of the busi-
ness. The following are some commonly-used legal structures. First, choose the right word
from the box below to fill in the blanks. If you would like to set up a business, which of the
following legal structures do you prefer? State your reasons.

general partnership, sole proprietorship, corporation, limited liability company, limited
partnership, joint venture, franchise
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1) A exists when a single individual operates a business and owns all assets.
2) A exists when two or more individuals or businesses join to operate a business.
3) A is a partnership formed by two or more persons or entities, having one or

more general partners and one or more limited partners.

4) A is a company whose owners and managers enjoy limited liability and some
tax benefits, but avoid some restrictions associated with S corporations.

5) A (Subchapter C or S) is created when two or more individuals, partnerships,
or other entities join together to form a separate entity for the purpose of operating a busi-
ness. (S from Subchapter of the Internal Revenue Code)

6) A is a business enterprise jointly undertaken by two or more companies, who
share the initial investment, risks, and profits.

7) A is a method of starting a business which minimizes risk by using or emulating

a tried and tested ‘business formula’ .

. Do you know what the following stand for and mean?

1) Ltd. 2) Inc. 3) PLC
Based on your common sense, what are the major steps in starting a business? Compare yours
with your partner’s when you have completed the following flowchart.

. Suppose you want to set up a business abroad. Before you do so, what kind of personnel do

you think you need to consult? State your reasons.

Word List

. Listening practice
Words
accountant /9'kauntant/ n. e an il
acquisition /,&ekwi'zifon/ n. g 3]
audit /'o:dit/ vz. Hit, B, Bk
autonomy /o;:'tonemi/ n. Bif
component /kom'paunant/ n. B, FE
concern /kan'sa:n/ n. ik, A F]
consultant /kon'saltont/ n. R, BE, i
diversification /dai,va:sifi'keifon/ n. ZHEAL
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entity /'entiti/ n.

extricate /'ekstrikeit/ n.

inefficient / ini'fifont/ adj.

license /'laisons/ n.

merger /'ma:dza/ n.

obligation / obli'geifon/ n.

permit /'pormit/ n.

pharmaceutical /,fa:ma'sjurtikal/ n.
proprietorship /pra'praiotafip/ n.
wregistration / redzis'treifon/ n.
sector /'sekta/ n.

transportation / ,trenspo:'teifan/ n.
significant /sig'nifikont/ adj.
unproductive /'anpra'daktiv/adj.

Phrases

annual meeting

Annual Return

book of accounts

Business Registration Office
business start-up

Company Registry
economic sector

financial affairs

Hong Kong Society of Accountants
industrial output

joint stock company

legal format

legal structure

per annum

privately-owned enterprise
share capital

sole proprietorship
state-owned enterprise = SOE
stock exchange

to account for

to consist of

to hold sb. responsible for

to list shares

Tk

EARAE, Bt
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to operate under/below capacity

to restructure through mergers and acquisitions

to set up a business
to start a business
urban areas

. Dialogues and language focus
Words

approval /a'pru:val/ n.
approve /a'pru:v/ vt.

barrier /'baeria/ n.

compensation /;kompen'seifon/ n.

conducive /kon'dju:siv/ adj.
dividend /'dividend/ n.
fictitious /fik'ti[as/ adj.
financing /fai'nansiy/ n.
franchise /'freent faiz/ n.
franchisee / freent fai'zi:/ n.
franchisor / fraent faizo:(r)/ n.
impede /im'pi:d/ vr.
investigate /in'vestigeit/ vt.

naturalization /net foralai'zeifon/ n.

shareholder /' feshoulda/ n.
verify /'verifai/ vi.
withholding /wid'hauldin/ n.

Phrases

Administration of Industry and Commerce

approval authorities

attend to procedures/formalities
business opportunity

cash flow

double taxation

Employer Identification Number ( EIN)

feasibility study
general partnership
joint venture
limited partnership

minimum investment

FIARR

S HWHTES
Bl
Bl

BEIX

BeRL, AN, IEHtHE
fitHE, #ad

BB

FME WA

HFIF

EAW 3|

RAE B, i 1

BRIV, R

L ER
SRR N S22 Y- PN
BTG HE A
RELIE RS
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4k, A EEE
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B,
EE T ey
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50 HHAE
AATYERR R
HHEKAT
BRI
HIREIKAE
AR BEH
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pass-through taxation

statutory formalities

to apply to ... for approval

to be conducive to sth. /doing sth.

to be short of

to brief sb. about sth.

to call for

to comply with

to raise capital

to start from scratch

to take . .. into consideration/account
wholly foreign-owned enterprise ( WFOE)
WTO( World Trade Organization)

lil. Listening Practice

H X NBLHE (S TR
WEEBL, BB S 1A, B

JEE AN NBTRHL)
HBEBRF

[ - AL HE
EHTF

] A A B
2K

HE

4

MEETHIG, BFRR
&

MR IBE f ol
R R 5 AR

1. Listen to a monologue describing the steps in starting a business in the USA. Complete the dia-

gram below as you listen.

Starting a business in the U. S. A

Step 1

Step 2

Step 3

Step 4

2. Listen to a monologue about the legal requirements for setting up a business in Hong Kong and

decide whether the following statements are true(V/) , or false( x ).

NN AN N~ o~
A T O e

) 1) A business registration certificate has to be renewed every two years.

2) At present, the business registration fee is HK $ 3 600.

3) The company name must be registered with the Business Registration Office.
4) The required minimum amount of share capital is HK § 2 only.

5) Directors’ meeting can only be held in Hong Kong.

6) The books of accounts can be audited by any accountant.
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3. Listen to the monologue once again and complete the diagram below.

Requirements for Setting up a Company in Hong Kong

No. 4

No. §

No. 6

No. 7

4. Listen twice to a dialogue concerning the major legal structures of companies in China, and

complete the following.

1) The primary forms of enterprises in China are , and

2) The state-owned and collective sectors are exclusively to businesses.
State-owned enterprises, most of which are located in , are primarily large con-
cerns operating in critical areas of , including post and communications,

, pharmaceuticals and heavy industry.

3) State-owned enterprises are still playing an important part in , but its role is not so

important as before. Nowadays many SOEs are and . Contributions to
by SOEs declined from a peak of 90% in 1965 to 51% in 2000.
4) State-owned enterprises are required to establish an independent and

for their financial affairs. Some state-owned enterprises are allowed to form o
companies and on domestic and foreign stock exchanges.
5) are mainly in the light industrial sector and consumer-oriented

products.
IV. Sample Dialogues

Dialogue 1
(Mr Li, a businessman from China, wants to set up a business in the USA. He is now consultmg
an American lawyer. )

A = Mr. Li; B = American lawyer.

A Mr. Jackson, I wonder if you could brief me about how to start a business in the U. S. A.
B: I'd be glad to. Let me start with the five common business entities in U. S. A. Generally,
there are several ways to form a business in the United States. The most popular among busi-

*
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ness owners is sole proprietorship. Also, general partnerships, limited partnership, “C” and

“S” Corporations are common entities.

: What’s the easiest way to set up a business?

: I think sole proprietorship may be the easiest form of business to set up. To establish a sole

proprietorship, you may have to file a fictitious certificate if you are doing business under a

" name different from yours.

: What’s the disadvantage of establishing a sole proprietorship?
: Well, a big disadvantage is that the owner of a sole proprietorship faces unlimited liability for

the business’ debt. The owner and the business are taxed as one for income tax purpose.

: I see. How is general partnership different from sole proprietorship?

: As far as general partnership is concerned, this type of entity consists of two or more partners

and can be created with little or no statutory formalities. It is easier to establish such a business
than a corporation, but all partners have unlimited personal liability for the partnership‘é debts
and obligations. The partners are taxed on the partnership income. The pass-through taxation
avoids the potential double taxation which is present in regular corporations.

: I think I've got some ideas about general partnership, thank you. How about limited partner-

ship?

: Limited partnership is different from general partnership in that the former consists of two or

more general partners and the latter two or more limited partners.

: Sorry to cut you in, but I don’t understand very well general partners and limited partners.

..

This is what I'm going to talk about next. The general partners are the ones who run the day-

to-day operation and the limited partners are typically passive investors.

: Do they assume the same liability in the process of business operation?

: No. The general partners have unlimited liability while the limited partners have no liability for

the partnership debts and obligations. Just like general partnership, the partners, not the part-
nership, are taxed on the partnership income. The pass-through taxation avoids the potential
double taxation present in regular corporations. Am I making sense?

: Yes, I think I'm quite clear about what you’ve talked about.

: Good. Next I'll proceed to talk about “C” and “S” corporations: two main types of corpora-

tions in the USA. First I'll focus on C corporations. C corporations usually refer to interna-
tional corporations. The C corporations have limited liability and are well-understood entities
that can serve many different businesses.

: Is it similar to a limited company?

Yes.

: As you see it, what’s the disadvantage of this type of entity?

: The disadvantage is that the corporation requires a certain number of formalities and several

governmental filings are required. In a C corporation, the business’ income is taxed at the cor-
porate level and, if dividends are distributed to the shareholders, the shareholders are taxed on
the dividend as well. This is sometimes referred to as double-taxation.
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: Can non-resident file and own a C corporation in the U. S. ?
: Yes. That’s to say, those who would like to file for and own a C corporation in the U. S. do

not need to live in the USA.

: Oh, I'see. By the way, what’s the difference between a C corporation and an S corporation?
: Well, they are different in that non-residents can file for C corporations while only US resi-

dents can file for S corporations. Are you with me here?

: Yes, I think so. Mr. Jackson, I would also like to know if there are any requirements on min-

imum investment.

: Actually, there is no requirement on minimum investment and a C corporation can be set up

for as little as a few hundred dollars. In general less than US $ 500 will be enough to cover

filling fees and professional advice.

Dialogue 2
(Mr Li, a businessman from China, wants to set up a business in the USA. He is now consulting

an American lawyer. )

A =

A
: Well, to start a business doesn’t call for complicated procedures, but before you decide to file

o> W o>

&

> @ > ® >

Mr. Li; B = American lawyer.
Mr. Jackson, could you move on to the basic steps in starting a business in the U. S. A. 7
for a business, you need to take into account the following steps. The first step is to select the

legal structure of the business. In other words, you need to decide which structure wil work

best for your business.

: What shall I do after this?

: Then you need to apply for an Employer Identification Number (EIN).

: What do you mean by an Employer Identification Number?

: An Employer Identification Number is also known as a federal tax identification number, and

is used to identify a business entity. Generally, businesses need an EIN. You may apply for
an EIN in various ways, and now you may apply online.

: What’s the next step?
: If you’re short of capital, it’s likely that the next step is to write a business plan and investigate

business financing and marketing. Raising capital is the most basic of all business activities.
But raising capital may not be easy; in fact, it can be a complex and frustrating process. If

necessary, I’ll come back to this in more detail later.

: I'don’t think capital is a big problem for me.
: That’s good. Then the next step is to determine the federal , state, and local tax obligations.
: Do you mean the taxes at the federal, state, and local levels?

Exactly.

: Roughly, what do the taxes include?
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. They include income tax, employment tax, business tax, etc. Here’s a tax reference table.
: Oh, there are quite a few types of taxes. What comes next?
: You have to determine necessary licenses and permits for specific business on the federal,

state, and local levels.

: Is obtaining a license or permit a complicated procedure?
: Not very, but you need to fill out some forms. The last step is to determine federal and state

employer requirements. There are various laws relating to employment of personnel, such as
Americans with Disabilities Act Requirements, Equal Employment Requirements, Safety Re-

quirements and Wage and Labor Requirements.

: Can you be more specific about this?
: Well, if you need to hire workers, prepare to meet federal employment tax requirements and

ask employees to complete withholding certificates. You also have to comply with state and
federal regulations regarding the protection of employees and investigate the federal minimum
wage, overtime, and child labor laws, review the federal health and safety standards employ-
ers must provide for the protection of employees, and check if you need to buy workers’ com-
pensation insurance, etc. You still need to complete Immigration and Naturalization Service

Employment Eligibility Verification Form for every employee, citizen and non-citizen alike.

: How do I get all this information?

: You can contact relevant competent departments or organizations. If you’ve decided to set up a

business in the U. S. A, I suggest you seek the guidance of a professional tax consultant, ac-
countant, and attorney to verify all legal requirements are met before operating a business.
This may save you a lot of trouble.

: After your introduction, I think I have now a clear picture of the procedures for setting up a

business in the U. S. A. Mr. Jackson, thank you so much for the time and the trouble.

You're welcome. Just feel free to contact me if you have any further questions.

Dialogue 3

(A foreign businessman is consulting a Chinese lawyer for the requirements of setting up a wholly

foreign-owned enterprise in China. )

A

A:

>

= foreign businessman; B = Chinese lawyer

As China is opening its door wider and wider to foreign countries, I believe there will be more
business opportunities for foreign investors to do business in China. With this idea in mind, [
want to set up a business in one of the big cities in China. I wonder if you can tell me the le-

gal requirements and procedures for forming a company.

: Do you plan to set up a joint venture(JV) or a wholly foreign-owned enterprise( WFOE) ¢
: I intend to set up a WFOE. Are there any restrictions on such an enterprise?
: Not really. In order to eliminate legal barriers that would impede China’s joining of the WTO,

China repealed the restrictions on WFOEs on April 12th, 2001. Now wholly foreign-owned
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enterprises are quite popular in China.

: What are the requirements for a WFOE?
: Well, the basic requirements include; 1) only one member or owner; 2) only one director,

unless the company forms a Board of Directors, for which three directors are required, none
of whom need to be Chinese citizens or residents; 3) a general manager or president, who is
not required to be a Chinese citizen or resident; 4) a minimum investment of $200 000,

which may vary depending on local regulations.

: What are the basic procedures of establishing such an enterprise?
: Establishing a WFOE in China requires the following steps: first, you have to select a location

for the enterprise. When you have selected the location, the next step may be to draw up a de-
tailed business plan.

: What does a business plan include?
: Generally, it includes such information as reasons for investing in China, feasibility study,

predicted market growth, opportunities resulting from establishing the WFOE, costs of estab-
lishing and operating the WFOE, risk analysis, cash flow, predicted levels of imports and ex-
ports and business structure of the WFOE, etc.

: What comes next?
: What follows is to determine business scope of the WFOE.
: What are the restrictions on business scope?

: According to the WFOE regulations, ” Foreign investors are permitted to set up a 100% for-

eign-invested enterprise in industries that are conducive to the development of China’s econom-
ic benefits, and not prohibited or restricted by the state.

: I see.

: Then it comes to choosing the business name.

: What follows when all this is done?

: The foreign investor must apply to the Ministry of Commerce, or one of its local branches for

approval to set up a WFOE. The law requires the approval authorities to decide within three
months whether to grant approval. If the WFOE is approved, it must be registered within one
month with the State Administration for Industry and Commerce (SAIC) to obtain a licence to
start business.

: How long does it take to finish attending to all the necessary procedures?
: In general, it takes a couple of months.

. Language Focus

. Useful legal expressions

1) I wonder if you could brief me about the basic steps in starting a business in the U. S. A.
2) The first step in starting a business is to determine the basic legal structure of the business.
3) There are several ways to form a business in the U. S. A. The most popular among business

owners is sole proprietorship. Also, general partnerships, limited partnership, “C” and



